The purpose of this paper is threefold: 1) to investigate the role of small and medium sized enterprises (SMEs) 
INTRODUCTION
rivate companies are significant and key players in the economy. In any economy, large enterprises (LEs) tend to be regarded as the leading indicator of a country's economic vigor. Small and medium sized enterprises (SMEs), however, are also important for our economy and have a significant impact on such areas as employment, trade, etc.
When focusing on the size of a company, it is often said that SMEs face more challenges than LEs. In general, SMEs are too small to benefit from the economy of scale and this has a direct and negative effect on their productivity. In addition, it is difficult for SMEs to upgrade production facilities and keep up with new technology because SMEs have limited financial resources. Moreover, SMEs are suffering from a shortage of skilled labor. This becomes more serious when they try to expand business in the global market. In order for SMEs to compete with rivals in the international market, employees need a wide variety of knowledge and skills, such as foreign business know-how, human resource management, foreign language expertise, etc. Human resources of SMEs are often insufficient to meet their business needs.
In economics, those problems that SMEs face are usually regarded as a market failure. It provides a reasonable reason for the government to assist SMEs in various ways. The government's policy for SMEs, however, has been criticized because an intervention by the government results in a distortion of the market mechanism. The other criticism is about a trade-off between the positive and negative effects of the policy. The government has diversified economic objectives to be achieved and these are sometimes mutually incompatible. An appropriate policy to achieve one objective does not always lead to a desirable outcome for another objective. Therefore, SME policies have to be considered from various viewpoints.
In this paper, the author will explore three areas: 1) difficulties that SMEs are facing, 2) government policies regarding SMEs, and 3) suggestions for improvements in government SME policies. This study focuses on the case of Japan and draws some lessons from the experience. The Japanese government has been keen to help SMEs because SMEs have played an important role in the economy. This study is expected to provide useful suggestions for other countries, particularly developing economies, where the government expects to SMEs become an engine of economic development.
The next section classifies the role of SMEs in the economy, followed by a section reviewing problems that are difficult for SMEs to deal with: 1) productivity, 2) information technology (IT), 3) globalization, and 4) competitiveness in the domestic/global markets. Then the next section outlines some of the government policies that are already in place to support SMEs in Japan, as well as pros and cons of the government programs. The final section consists of a summary and discussion of the future agenda for the Japanese government to improve policies regarding SMEs.
THE ROLE OF SMEs IN THE ECONOMY
The phrase "small and medium sized enterprises" started to be commonly used in Japan after the Meiji era (1868-1912) (Sato 1989 ). In those days there was no definition of a SME and the idea was vague; it meant that the size of a company was "relatively" small in comparison with other companies. In 1963, the government enacted the Small and Medium-sized Enterprise Basic Act, and a definition of SME was legally determined.
As noted in Table 1 , the definition was set by capital and labor in each sector. In the retail sector, total capital of SMEs should not exceed 50 million yen (approximately US$620,000), or less than 50 employees. In the general service sector, total capital of SMEs should be less than 50 million yen or 100 employees. SMEs in the wholesale sector defined that capital should not exceed 100 million yen (approximately US$1.2 million), or 100 employees. In the manufacturing, construction, transportation and other sectors, total capital of SMEs should be less than 300 million yen (approximately US$3.7 million), or less than 300 employees. A micro company is defined as an entity that hires less than five employees in the commerce and services sector and less than 20 employees in the manufacturing and other sectors under the Act. The role of SMEs in the economy varies in accordance with the economic situation. Small and Medium Enterprise Agency (1973) pointed out three outstanding roles of SMEs in the 1960s and early 1970s in Japan. First, under a favorable economic situation, small companies were expanding rapidly and many of them increased in size. Those companies were the main promoters of economic growth. Second, small subcontractors supported a massproduction system in manufacturing and heavy industry. Third, SMEs stimulated local economies in the country, in particular through the retail and distribution sectors. Those sectors were relatively small compared to other sectors, but the business activities of SMEs had been a contributing factor in the development of local industries.
Small and Medium Enterprise Agency (1976) explained an important role of SME in trade. For example, in 1961 exports by SMEs accounted for 55.2% of Japan's total exports. SMEs utilized domestic materials to process consumer goods and SMEs significantly contributed to the development of light industry. With regard to the balance of payment, SMEs also contributed to the accumulation of foreign reserves that were necessary for imports of goods/services and the repayment of the country's external liabilities.
According to Small and Medium-sized Enterprise Basic Act, the roles of SMEs are illustrated as promoters of new industries, employment opportunities, competition in the market, and regional economies (Article 3). The first role implies a business venture that takes risks to develop new industries. In Japan, the number of high-tech and IT business ventures has increased since the 1970s. One reason for this occurrence is that heavy industry in Japan matured and many of these companies avoid taking high risks for their business. Business . This has an important implication that SMEs have a significant impact on employment in the economy. In terms of the third role, SMEs encourage competition in the market because a large number of SMEs exist in the economy. As of 2006, SMEs' share in the Japanese economy was 99.7%, an overwhelming majority. As for the last role pointed out by the SMEA, SMEs form industrial clusters in a certain region, such as local area, to become the driving force of local economic development. Those SMEs created employment opportunities in the area; people living there are able to earn income that generates an increase in consumption.
WHAT KIND OF DIFFICULTIES HAVE SMEs BEEN FACING?
As has been noted in the first section, SMEs have played critical roles in the economy. It is often said that SMEs face difficulties or limitation, however. This section examines difficulties for SMEs related to productivity, information technology, globalization and competitiveness in domestic/global markets.
Disadvantages of SMEs in Markets
SMEs are suffering disadvantages in several markets as Kiyonari (2009) mentioned. When SMEs trade goods and services with LEs, SMEs sometimes have unfair or unacceptable terms of trade imposed on them by LEs in the market due to a difference of negotiating power. SMEs have to compete with their rivals whereas only one LE may be a buyer in a market, enjoying a monopsony and making SMEs' business severely difficult. Kiyonari (1997) pointed out that in a monopsony LEs have an advantage over SMEs in price negotiations, SMEs may have to accept an undesirable price. This situation is one of the toughest situations for SMEs to deal with.
In terms of the workforce, SMEs face difficulties in hiring well-qualified labor in spite of a labor shortage. People in Japan, especially the younger generation, tend to prefer to work for LEs because working conditions of SMEs are relatively worse than that of LEs. For instance, workers in SMEs have to accept lower wages despite long working hours. Furthermore, SMEs are fragile and affected more seriously by business fluctuations; in the worst scenario, SMEs are most at risk of going bankrupt. Labor is trying to find a better working environment and employee benefits, and therefore frequent job hopping is not a surprising issue. This adds to the difficulties SMEs have with the development and retention of a skilled workforce.
On the issue of access to capital for SMEs, banks are hesitant about providing loans to SMEs; most of them have to do business under tight financial constraint. A loan transaction always contains risks when the ability to repay a loan may depend on the borrower's business success or failure. Therefore banks always request collateral in order to reduce such risks. Assets, such as land, real estate and capital equipment are popular as collateral; however, SMEs usually have a shortage of collateral to obtain enough loans from banks. In addition, as has been noted, SMEs http://www.cluteinstitute.com/ © 2012 The Clute Institute are easily affected by changes in business or the economic situation. Although SMEs play the role of a shock absorber in the economy and protect LEs by spreading the impact of an economic downturn across many SMEs, SME lending contains the highest risk from a viewpoint of banks. Another reason banks are not willing to supply loans to SMEs is that the principal amount of loan for SMEs is too small for the bank to be able to achieve the economy of scale in lending. As a result, SMEs are generally not able to obtain enough financing to upgrade their production equipment and introduce advanced IT systems.
Globalization and SMEs
As economic globalization has proceeded quickly, private companies have been forced to consider doing business with foreign players. Tambunnan (2007) discussed impacts of economic globalization on SMEs. Tradeoriented SMEs have to compete with foreign companies not only on price but on quality of goods and services; small manufacturers cannot succeed in the face of cheap foreign imports. For domestic-oriented SMEs, it is often difficult to purchase raw materials in the domestic market if those materials are exported to foreign countries. The domestic market for raw materials excess demand, therefore the price rises. Domestic small companies have to resign themselves to making less profit on sales due to a rise in production costs. Thus, globalization has a larger impact on SMEs than on LEs.
In Japan, many SMEs followed LEs to foreign countries, in particular Asian economies. The motivation for this is to maintain business relationships with their clients, to reduce business costs, to gain access to cheap labor, to explore new markets, etc. When SMEs decide to do business abroad, the most serious problem is a lack of human resources. In foreign business, both employees and employer should be fully acquainted with the social, economic and political situation in foreign countries. Before they start foreign business, the company usually does a pilot survey to determine whether the business is feasible or not by collecting information about the culture, religion, business ethics, the legal system, of the foreign countries where they plan to do business. The biggest question here is how to collect the information provided in a foreign language. There are only a few employees in SMEs who may be familiar with local languages. In this situation, it is especially difficult for SMEs to understand foreign countries and recognize risks of foreign business. Even after they start doing business, the CEO of the company has to hire local staff and to at least be able to communicate with them in English. A shortage of well-qualified human resources in SMEs is certainly a bottleneck when it comes to dealing with the inescapable challenges of globalization.
Information Technology and SMEs
The development of IT has a great impact on business in the world. Tsuchiya (1989) describes many areas in which the role of IT is becoming more important in business: research and development, inventory control, supply management of goods and services, customer relations, so on. As the lifecycle of goods has shortened, companies have to understand market needs as quickly as possible in order to respond to the changes in market trends. IT makes such a quick response possible by immediately sending market data or information from one place to another.
In terms of productivity, IT makes it possible to streamline business procedures and pursue speedy outcomes to achieve increased productivity. It is often observed that productivity of SMEs is relatively lower than that of LEs, Small and Medium Enterprise Agency (1970) argued lower productivity of SMEs resulted from an insufficient capital-labor ratio. The capital-labor ratio consists of two factors; an investment in tangible fixed asset, such as production equipment, and workforce. As pointed out in the last section, SMEs cannot employ enough qualified workers; the only way to improve their productivity is to increase investments in fixed assets. Investments in IT or IT-related equipment are essential to pursue better productivity. This, however, is not easy for SMEs because of the financial restraint as explained. In addition, fewer IT experts work for SMEs. These factors make it almost impossible for SMEs to introduce new IT or upgrade their IT systems.
GOVERNMENT POLICY TO SUPPORT SME Why does Government Assist SMEs? Pros and Cons
The previous sections discussed the business operations and market challenges facing SMEs. They may be characterized as market failures caused from information asymmetry, public goods, externality, and monopoly. If these are observed in a particular market, the market mechanism fails to allocate resources efficiently in the market. Thus government intervention in the market is fully justified and the government implements some public policies to adjust the misallocation of goods and services. Issues discussed in this paper arise from a problem of information asymmetry; it is natural that SMEs call for government intervention to support their business. Castillo, et. al. (2010) agrees that policy assistance for SMEs is needed to find a solution to difficulties in the financial market, in particular. The study is positive about the government policies on SMEs that encourage them to be more competitive. The role of the government is important in the labor market as well to increase employment. Asian Development Bank (2009) put an emphasis on SMEs as engines for job-creation, and the government should create opportunities to match potential labor with SMEs. These government interventions should be implemented to remove obstacles to SMEs' business. The noteworthy point of these arguments is that SMEs are not regarded as weak; the government should not be overprotective of SMEs. The government should deregulate particular rules so that SMEs have the ability to compete with rivals and LEs in the market.
On the other hand, Castillo, et. al. (2010) introduced arguments against government policies to assist SMEs from the perspective of efficiency, employment and subsidy. First, LEs in a particular industry that achieve economies of scale are more effective and efficient, therefore such companies have greater possibilities to generate more employment; SMEs' role in job creation should not be overvalued. Second, a subsidy, the typical public policy to support SMEs, has a harmful influence on the economy. The issue of subsidies to support SMEs has triggered much debate among economists; most of them have negative views on it. One major claim is that a subsidy causes a distortion of the market mechanism. The other is that a subsidy is discriminatory and unfair against LEs. These views conclude that the government should not implement particular policies on SMEs. Furthermore, many economists fear that government may not have the ability to correctly choose the appropriate SMEs to assist. The failure of the government to correctly choose which SMEs should be supported and which ones to allow to go bankrupt may have a more seriously negative and long-term economic impact; therefore a subsidy on SMEs is not acceptable. Miwa (2001) shed light on an ineffectiveness of fund-support policies to SMEs in Japan. This research revealed that SME finance by the government had a negligible influence on investment in plant or production equipment of SMEs. The author concluded that SME finance was not effective in Japan in the surveyed period. The government lending through a government-linked financial institution was expected to substitute for private lending, however, the findings imply that policy-based finance to SMEs may not show remarkably positive results.
Although there is no consensus about the effects of government policies aimed at supporting SMEs, governments in many countries have implemented several programs for SMEs. The government needs to show evidence that SME-oriented programs are effective and efficient because the source of finance of SME programs is http://www.cluteinstitute.com/ © 2012 The Clute Institute from taxpayers. The government should have accountability to taxpayers; they should improve the programs to persuade taxpayers of their benefits. The government needs to carefully evaluate the results of its SME policy.
SME POLICIES IN JAPAN Institutions Providing SME Support

Small and Medium Enterprises Agency
The Japanese government has implemented various policies in order to promote SMEs in the country. Small and Medium Enterprise Agency (SMEA) established under Act for Establishment of the Small and Mediumsized Enterprise Agency in 1948 is the major organization that has been responsible for SME support programs. According to Kiyonari (2009) , the SMEA was modeled on the Reconstruction Finance Corporation (RFC) in the U.S. The RFC was established for write-offs of non-performing loans of banks after the great depression triggered by the market crash in 1929, but another important role was to provide loans for SMEs. The U.S. government highly valued SMEs that contributed to the munitions industry during the Second World War; the U.S. government put emphasis on the function of SMEs in the economy even after the War. Therefore the government had high expectations about the role of the RFC, which became a core institution for SME support in the country (Kiyonari 2009 
, p.2).
The SMEA has been organizing programs for SMEs into four categories: management support, financial support, fiscal support, and commerce and regional support as shown in Table 2 . Some programs contained multiple objectives. Among them, the most popular programs in 2010 were consulting services on business globalization and the development of new markets, and protection of intellectual property (Small and Medium Enterprise Agency (2010)) 1 . This implies that SMEs have less relevant information for smooth business operation, thus consulting services are vital for SMEs. 
Start-ups and ventures
Assists those planning to start a business or venture owners trying to improve their operations in financial and obtaining relevant information.
Business innovation
Assists SMEs undergoing business innovation in financing, handling taxed and cultivating markets. New collaboration Supports collaboration among SMEs to enter new area of business by providing subsidiaries, advice and financing assistance.
Business revitalization Supports SMEs' efforts to revitalize their business through the SME Revitalization Support Committee. Employment and human Supports SME's human resources development and resolution of business challenges by implementing Resources the Small and Medium Sized Enterprise Consultants system, offering training and dispatching experts. Globalization Provides information and advice to help SMEs to mover production overseas or find markets abroad.
Trade practices and
Promotes fair subcontracting practices and the development of small and medium sized subcontractors public procurement and thereby increases the opportunity for SMEs to win contracts.
Business stability Assists SMEs in maintaining stable operations by supporting them for bankruptcy, pandemic new influenza, and earthquakes and business continuity plan.
Mutual aid system Helps small companies to prepare for business closing and retirement, and SMEs to prepare for the bankruptcy of their major customers.
Small business Provides managerial and financial support to small business with 20 or fewer employees (5 or fewer for those in the commerce or service sector). Safety-net loans Makes loans to SMEs temporarily facing cash-flow problems due to a radical change in the business environment, the bankruptcy of a major customer, or the streamlining of the main bank.
Fiscal Support
Taxation Gives information and advice on various tax measures to support SMEs.
Accounting Gives information and advice on SME accounting, which helps SMEs to enhance their capability to analyze management, ensure financing and increase order intake.
Companies Act Gives information and advice on the new Companies Act, which additionally includes systems that bring significant benefits to SMEs such as the accounting adviser system.
Business succession
Gives information and advice on measures to support SMEs' smooth business succession.
Commerce and Regional Support
Revitalization of commerce Supports efforts to improve the attractiveness of small and medium merchants, shopping districts and city centers.
Regional industries
Invigorates regional industries, such as locally based industries and traditional hand crafts industries, by providing subsidies and low-interest loans.
Collaboration between
Comprehensively assists business activities conducted by organic partnerships between SMEs and agriculture, commerce and those engaged in agriculture/forestry/fisheries through the effective use of their business resources. Industry "Meet and Experience
Aggressively increases the publicity of attractive regional products.
Regional Attractiveness" 
Other Institutions of SME Support
The Ministry of Economy, Trade and Industry founded nine regional branches -Hokkaido, Tohoku, Kanto, Chubu, Kinki, Chugoku, Shikoku, Kyushu and Okinawa -and SME policies by the central government are implemented through these regional offices. Local governments set up a particular department or unit that deals with needs of SMEs as well. Government agencies are playing an important role for smooth business of SMEs. The Organization for Small & Medium Enterprises and Regional Innovation, Japan (SMRJ) 2 , started their services in http://www.cluteinstitute.com/ © 2012 The Clute Institute 2004 with a network comprised of one main office, nine regional branches, and the Institute for Small Business Management and Technology -the so-called "SME University" 3 . SME University established in Tokyo in 1962 as a research institution. Since 1980, the Japanese government has founded SME University in nine regions to support local SMEs; they offer training programs for human resources of SMEs.
SMEs are able to utilize services provided by local government or industrial associations as well (Table 3) . Japan consists of 47 administrative divisions and local governments of those divisions have SME support centers. For instance, Tokyo Metropolitan Small and Medium Enterprise Support Center (Tokyo-kosha) was established in 1966. Fifteen major supports have been prepared for SMEs (Table 4) . Surprisingly, it is obvious that the SMEA and Tokyo-kosha are supplying very similar programs, many of them duplicated (Table 2 and 4), for example, a consulting service on intellectual property. The SMEA supports strategies to protect intellectual property rights and advises how to reduce losses if such rights are abused. The Tokyo-kosha program provides relevant information on intellectual property rights, advice on rights protecting patents, trademarks, copyrights, etc. The guidance on how to secure intellectual property rights by the public sector is helpful if SMEs don't employ an expert on the right. Such government service is a good incentive for SMEs to pursue "only-one" technology or knowledge. Both web sites, however, show similar explanations. Therefore, SMEs may not know which to visit first, either the central or the local government.
On the other hand, some other programs by the Tokyo metropolitan government are unique. The student entrepreneur championship is a competition of business plans explored by students and decides a winner and they assist the winner in carrying out the business plan. This program strongly believes that young entrepreneurs entering new markets are vital to the success of the economy (Tokyo-kosha's web site) 4 . 
WHAT IS NEEDED TO IMPROVE EFFECTIVENESS AND EFFICIENCY OF THE GOVERNMENT PROGRAMS?
The government implements policies by utilizing tax collected from the nation; therefore, the policies should have a positive impact on the entire country. In order to improve effectiveness and efficiency of the government policies, this paper suggests the government must take action to streamline programs and develop a policy evaluation system. This paper examined SME programs by Japan's national government and local governments, using Tokyo as an example. As has been noted, the Tokyo metropolitan government prepares their own SME support programs; http://www.cluteinstitute.com/ © 2012 The Clute Institute however, many programs are extremely similar. In some cases, the local government matches needs of SMEs with programs of the Japanese government and may just introduce them to SMEs. This case doesn't seem to be problematic; however, it is apparently inefficient if both the central and local governments are providing duplicated functions. The author has mentioned that SMEs may be confused about whether the central or local government should be visited first and which one to consult with. The governments are recommended to clearly divide their roles and simplify all programs for user-friendly services. This will lead to the perception of government accountability to taxpayers.
Within the central government, SME policies are not centralized and the programs are administrated by a number of different ministries. The main organization promoting SME policies in Japan is the SMEA under the Ministry of Economy, Trade and Industry. The SMEA provides financial support for SMEs; however, the Ministry of Finance is also engaged in lending activities. It is desirable that the government set up one institution that deals with all SME issues.
In addition, a policy evaluation system needs to be developed to improve SME policies of the government. The Japanese government began the policy evaluation system in some areas; however, an inherent weakness in the policy evaluation system is that it is difficult to accurately gauge the results of SME policy. The main reason is that it is impossible to compare before and after the policy. If productivity of an SME is improved after the policy, it is too hard to judge that better productivity resulted exactly from the policy. It is hard to remove other factors affecting the SME's productivity. When the direct impact of the policy on an SME's performance is inconsistent with an indirect impact, it is far more difficult to evaluate the policy. Suppose that an SME is willing to reduce production costs, then the SME decided to reduce labor costs as a result of advice by the government. The SME could achieve their objective by sacrificing many employees, causing hardship for them and members of their families. This may increase the unemployment rate in the country. In policy evaluation, the evaluator must carefully observe negative effects and evaluate both sides of the policy.
CLOSING REMARKS AND FUTURE RESEARCH
This paper reviewed the role of SMEs in Japan and the difficulties for them to continue their business. In the historical perspective, the phrase "small and medium sized enterprises" became common after the Meiji era. In those days, there were no legal grounds for dividing SMEs and LEs. SMEs were determined subjectively whether the size of a company was relatively small or big compared to other companies. In 1963, the Japanese government enacted the Small and Medium-sized Enterprise Basic Act and defined SMEs by sector.
The SMEA analyzed the role of SMEs in the Japanese economy and mentioned outstanding roles. In 1960s and 1970s, SMEs were a driving force of the rapid economic growth in Japan and became a base for the massproduction system in the manufacturing and heavy industries. SMEs made a great contribution to the economy through the retail and distribution sectors as well. Furthermore, trade by SMEs improved balance of payment of the country and it helped the government repay foreign debt and increase imports. SMEs were recognized as promoters of new industries, employment opportunities, competition in the market and regional economies.
Past literature admitted that SMEs were essential for economic growth; however, they often struggled with difficulties or barriers in markets. This paper pointed out several disadvantages that arose from market failures, the size of companies, shortage of labor and knowledge, etc. These disadvantages were rational reasons for the government to support SMEs by various policies, although a great deal of many research expressed negative opinions on SME policies. In the case of Japan, both the central and local governments implemented many policies. The Japanese government has provided programs on management, financial, fiscal and commerce and regional support. Local governments provide unique programs, but many of their programs are very similar to those of the central government. This system is not user-friendly because it is difficult for SMEs to find the most appropriate support for them. From a viewpoint of accountability to taxpayers, the central and local governments need to streamline the programs; the most desirable solution is to establish one organization dealing with all SME issues.
In addition to this problem, this paper highlights the importance of policy evaluation. The government needs to observe results of their policy very carefully and evaluate them. There are some obstacles to analyzing policy results accurately, however. One major obstacle is that it is almost impossible to specify a direct impact of a particular policy on an SME's performance. Policy evaluation contains such difficulties but the government should evaluate policy impacts, otherwise the government cannot achieve policy effectiveness and improve their programs. There is a question of how to investigate an SME's performance exactly resulted from a government policy. In some countries, policy evaluation on SME support programs has been conducted. It is useful to investigate the methodology and analyze its advantages and disadvantages. In order to understand the policy evaluation system better, further study is needed.
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